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EC0EC6HC WARFARE 


COLOBEL BYQ0IST: We learned during the last var that t her e 
are other ways of fighting an effective var, a successful var than 
those normally associated vlth the Army, Bsvy and Air Force. One 
of those methods, and one in which we are keenly Interested here 
at the College, is economic warfare. In fact, you will recall one 
of our speakers last week stressed the importance of economic war- 
fare several times during the course of his lecture. 


One of the things that ve try to put across h er ** at the 
Industrial College is that a nation® s ability to wage a successful 
var might be said to be directly proportional to that nation's 
economic ability to support the var machine. Therefore, ve feel it 
quite appropriate that, as ve study the economic potential of a 
nation or a group of nations, ve at the ease time study methods of 
destroying or disrupting this economy. 




25X1X7 


Our speaker this morning, Mr. la very veil 

qualified in this subject. You have read part of his biography, but 
in addition, in 1951-1952, he was the Special Assistant to the 
Assistan t Director for Research and Reports, Central Intelligence 

Es is currently Chief of Economic 

Lon, CIA, which includes responsibility for Intelligence 
support to Whited States economic defense programs. 


25X1 A9a B KrSS 3?SI^Zj it gives me great pleasure to present you to the 
Industrial College of the Anted Forces. 

25X1A9a^^^ 

General Hol l i s, Officers, Students of the 
industrial College: 1 appreciate this opportunity to di sc us s the 
subject of "Economic Warfare" with you. It is a subject in which 
the Industrial College, by its systematic consideration, has in the 
past made important contributions. 


The concept of economic warfare, as it has developed historically, 
is exceedingly simple. It consists primarily in the application of 
measures to reduce the economic var potential of an enemy by limit in g 
his external sources of supply. ” 
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Biere are other measures which can be taken against an enemy's 
economy vhich might he considered economic warfare - for example, 
the sabotage of key industrial installations or flooding his economy 
with counterfeit currency. She French action in the 1920 occupation 
of the Ruhr is an excellent illustration of this type of warfare* 
Strategic bombing in its broadest concept is another fora of economic 
warfare. 

Historically, however, economic warfare has essentially been 
directed toward controlling the commodities which move in international 
trade. Xkt war this control takes the fora of an economic blockade 
reinforced by military measures, such as the search seizure of 
ships; by diplomatic measures; and by administrative control measures, 
the so-called paper blockade to which I will refer later. 

Countries have also sought to control trade in times of peace 
for political and strategic objectives. Shis type of control in 
peacetime utilizes essentially economic warfare measures or economic 
sanctions . Szere are a number of examples of economic warfare 
measures being applied today. She Arabs are blockading Israel; 

Pakistan recently cut trade and transport routes with Af ghanis tan; 

Iraq, has mounted serious pressure on Syria by economic warfare 
measures; South Viet-lam is applying similar pressure on Cambodia, 
fhe outst a ndi ng current example of economic warfare is the control 
of direct Western trade with Coomunist China. 

Forms of economic warfare have been utilized since the earliest 
times. However, this type of warfare became of major Importance with 
the industrialization of the small or comparatively states of 

Western Europe. Shese states were very dependent on external sources 
of supply for their economies and for their war machines. I will not 
discuss the methods of economic warfare in any detail. This has been 
well treated in a paper on the subject recently issued by the 
Industrial College in its series of mobilisation studies. Rather, 1 
would like to consider the principles and problems of economic warfare 
as revealed in three ease studies: She lapoleonie Wars, the two World 
Wars with Seraany from 19lb to 19^5, and the present program of 
economic warfare, or economic defense as it is termed, maintained 
against the Sino-Soviet Bloc in the interest of Free World security. 

During the lapoleonie Wars, both the British and French engaged 
in economic warfare. She British used their superior sea power not 
only to sweep French ships from the seas, but also to interdict the 
trade of neutral or third countries with France. She British had a 
clear right as a belligerent to seize contraband or strategic goods 
in neutral ships, and they sought in every way to expand the list of 
contraband. In doing so, the British came into conflict with such 
neutrals as the Baited States. 
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American trade with Prance la this period was extremely 
profitable, and Tfaxma Jefferson, as Secretary of State, protested 
on a number of occasions the seizure of American ships carrying 
such strategic ccssBodities as corn and other goods to France. In 
Ms words, "these seizures are flagrant violations of neutral rights 
to trade with either belligerent." 

On the other side of this conflict, Napoleon faced a stalemate. 

He was unable to engage British naval power with his preponderant 
land armies. Consequently, he turned to economic warfare as a naans 
of b rin g in g the British to their looses. He sought to cut off the 
trade of this nation of shop keepers la the belief that they would 
then come to terms. 

Sapoleon's continental system attempted to sever not only trade 
in strategic goods or contraband, but all trade between the 
countries of Europe and. Great Britain* This was an exceedingly 
unpopular policy with France's Allies and Satellites. Bapoleon's 
treaty with Alexander I of Russia was largely based on obtaining the 
cooperation of the Russians to extend the embargo under the continen tal 
system. She Russian refusal to enforce the embargo, since it proved too 
costly to them, was a principal cause for Bapoleon's invasion of 
Russia. 

Looking back on the Napoleonic Wars, we can conclude that 
economic warfare as applied by Bapoleon was politically more costly 
to the French in relations with their Allies than it was to the 
British in terms of hurting their economy. For one thing , Bapoleon 
could sot sever Britain's overseas communications. Relations with 
third countries and the determination of what constitutes strategic 
goods are two of the most persistent problems in applying economic 
warfare measures. 

During the two World Wars with Germany, economic warfare attained 
its greatest importance. Both England and Germany were heavily 
dependent on external sources of supply for their economies and for 
the maintenance of their war efforts. Both attempted to strangle 
each other economically, the flezmos by the use of submarines and the 
British by economic blockade. 

Geissany was a natural target for economic warfare* Even in 1939, 
Germany still imported 70 percent of its iron ore, 83 percent of its 
copper, 75 percent of its rubber, 60 percent of its oil, all of its 
m a nga nese, chrome, nickel, tungsten, and a host of other raw materials* 
In order to take full advantage of this vulnerability, the British 
developed a comprehensive system of controls over trade. She whole 
structure of controls and licensing for the allocation of raw materials 
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and shipping in the economic mobilization was turned against Germany 
la an adMnlstrative or paper b l o ckade. She contraband list or list 
of strategic goods was expanded, continually; until in the last 
stages of both wars only a few goods, such as tobacco, were con- 
sidered non-strategie . 

A series of war trade agreements with the neutrals attaapted 
to bring diplomatic, eeoaosdc, and political pressures on neutral 
countries to sever their trade with Germany. Special designations, 
or black listings, of individuals and firms in neutral countries who 
had traded with the enemy in contravention of allied controls were 
inaugurated end extensive control methods were employed ova? the 
transshipment ©f goods. Kile comprehensive system of controls required 
a great deal of intelligence on trading activities; the role of Intel** 
ligence is integral to the application of economic warfare measures. 

allied paper blockade was not only effective in cutting off 
Qenmnj from external supplies, but it had the added advantage from 
the British standpoint of freeing their ships to counter the German 
eeeaosnie warfare effort in their submarine offensive* 

Economic warfare was a decisive factor in the first World War. 
Germany was unprepared for a blockade in a long war involving the 
complete o a? nearly complete mobilization of its resources. Given 
tiie battlefield stalemate, the blockade led to the eollapee of the 
German home front. 

fSsa results, however, of the allied economic war effort agai n s t 
Germany in World War IX were disappointing. Its effect was greatly 
diminished over that of the first World War by Geraaa policies of 
stockpiling, by German ability to develop synthetic substitutes and 
by their seizure and control over a broader geographic and economic 
base. 


fhe p rincipal contribution of economic warfare in the second 
World Was? was its influence ©a German strategy. Hitler believed it 
was essential to conquer the Soviet Itoion in order to secure complete 
economic self *»suff ic iency . His geopolitical concept led to the 
invasion of Russia. Bs gambled for control of the vast resources of 
the Eurasian heartland and lost. 

let us now consider the present application of economic warfare 
treasures against the Siao-Soviet Bloc. Skis is not known as economic 
warfare in the current terminology but as economic defense, and for 
a good reason. We are not formally or legally at war with the Bloc 
countries. 


.4. 
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fbe present system of economic defense bad its origin in the 
concept of collective security embodied in the League of nations 
end the felted nations. The concept is that the aasaunlty of 
states s h ould take collective measures for ’'the prevention of 
removal of threats to the peace and the suppression of actions or 
aggression and other breaches of the peace." I have quoted this 
statement from Article I of the United nations Charter. Both the 
league Covenant and the Bfaited nations Charter provide for collec- 
tive economic measures, essentially economic warfare measures, 
short of the use of armed force, against a state which was a threat 
to the peace. 

3k 1935# the league of nations, declaring Italy an In ternat ional 
aggressor in its attack on Ethiopia, called on the nat io n s of the 
world to apply economic sanctions or controls on trade with Italy. 
Cooperation proved difficult, but it established the principle of 
collective action in the economic Qstenae field. 

She Soviet Union has never been formally decla red a thr eat 
to the peace or an aggressor by the United Rations. Its veto power 
in the Security Council has preeluded that approach. However, in 
1948 and 19**9, the Soviet tfeiom was very much an aggressor in the 
economic blockade of Berlin, the internal seizure of Czechoslovakia, 
and the generally threatening military posture toward the nations of 
the Free World, this threat to the peace led the Free World countries 
to concert economic and defense policies in the interest of their own 
collective security. 

_ Concerting national policies by a group of states for economic 
warfare or economic defense in peace differs subs tantially from 
economic warfare in time of war. Most of the same a dminis trative 
or economic measures can be used, such as esport controls, controls 
on shipping and the transshipment of goods, blacklisting, preclusive 
buying, and so forth. However, the use of military means for enforc- 
ing the embargo on third countries is precluded. 

What you have in effect is a league of like aflwded neutrals 
applying agreed economic sanctions in which no one of the participating 
countries has the rights of a belligerent. Ihe effectiveness of the 
economic sanctions depend entirely on the willingness of the members 
to s Kply tbeir aatio&al controls in the overall economic d e f e as e 
system. It Is a system which places a high pr emium on diplomatic 
cooperation for its effectiveness. 

2b order to concert the Free World effort to limit the flow of 
strategic goods to the Bloc, an international Consultative Group was 
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formed In Paris in 1949. Group has cose to in clud e Japan and 

all of the HASO countries except Iceland. A number of other coun- 
tries, not formally members of the Group, also coordinate their 
national policies with it so that the Consultative Grot® in Paris 
represents substantially all the main industrial and tr ad i ng states 
of the Wree World. 

Consultat ive Group is indepe n d en t of HAS0. It is an 
informal arrsngesssnt among Rfee World countries to coordinate 
policies for economic measures against the Bloc. Shis Group agrees 
on the i tvfcnwnft qmI control lists* It agrees on the specific weans 
which ghat! be applied for enforcing the embargo and on exceptions 
to the controls which may be made by the members. Hot all of the 
commodities on the International lists are completely embargoed. A 
wmihgt» are under quantitative control. Items on the international 
lists include arBmmonts, materials of war, ato nic energy materials, 
«raa other materials or industrial equipment which could make a 
contribution to Bloc military capabilities. 

Ww international trade controls apply to both the USSR and 
Communist China, but the two countries have been treated separately* 
^ Korean War led the United nations General Assembly to pass a 
resolution in fey 1951, calling on all countries to embargo the 
shipment of strategic materials to Ccemmist China and lorth Korea, 
and, in addition, prevent by all means within their Jurisdiction the 
circumvention of controls applied by other countries. 

Share is a hi gher level of controls applied against Ccnmunist 
China tow* against the USSR and Eastern Europe; which means 'too 
^ rytewwft t l oaal controls lists* Sue number of Items on the China 
list is imy c h greater than that on the list against the rest of the 
Bloc; fti«> toe enforcement of China controls are in certain respects 
mor e stringent, particularly over shipping* Be C onsultativ e Group 
organisa tion, sits in too different committees: the Coordinating 
Committee for the development of policy and the application of con- 
trols against the USSR and Eastern Europe, and the China Couslttee 
for controls against Communist China. 

Shere ere major differences between the United States and its 
Allies over the international controls. B> 1 b is one of the major 
problems of Halted States diplomacy today, 3he differences did not 
arise in the period between 1949 and 1952. In this period the con- 
trols were based on an agreed estimate of the likelihood of war with 
the Soviet Unioa in the near future. Sin c e the death of Stalin and 
the Geneva Conference, war In the near future appears m u ch leas 
probable. Subsequently, our Allies sought and obtained a substantial 
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reduction of the control list egainat the USSR. This reduction 
esse into effect in August 19*&. It was the result of extensive 
revises and negotiations which did not eoa^pletely satisfy all the 
countries involved. She Waited States, which sought to ma in t a i n 
the broadest level ©f controls possible, set with serious objec- 
tion £von its Allies and struck the best compromise possible in 
order to maintain the multinational system of controls. 

She 195b downward revision of the lists against the USSR and 
Eastern Europe meant that the difference in the level of controls 
against Communist China were even greater than the controls against 
the rest of the HLoe. That is to say, the number of items embargoed 
against China was substantially greater than the number embargoed 
against the USSR. Currently our Allies are seeking to reduce the 
level of controls against Communist China to the same level applied 
against the USSR and Eastern Europe. This was a paint raised by 
Prime Minister Eden with President Eisenhower in Wa shing ton several 
months ago. 


What motivates our Allies? Why do we have these major 
differences with them on strategic trade controls? I have already 
mentioned the changed estimate of the likelihood of war since the 
death of Stalin and the Geneva Conference. Our Allies are seeking 
to nosraallse their relations with the Bloc while keeping their 
powder dry or their defenses up. In their view new forces are 
evident in the Bloc which may lead it to change previous aggressive 
policies. 

Our Allies say, "Let us encourage these changes since the 
costs of war have became so great. We may possibly be able to 
develop peaceful relations with the Bloc. It is worth trying." 
la part, our Allies are motivated by commercial considerations . 

Their dependence on international trade for their economic stability 
is much greater than our own. They wish to maximize peaceful trade, 
or, as they term it, "harmless trade" with the Bloc, low the 
President also baa said that we should seek to ezpand the area of 
Pres World trade with the ELoe in peaceful goods. She difficulty 
arises in the determination of "peaceful goods." Our Allies contend 
that peaceful goods are those which do not directly contribute to 
immediate Soviet military production — and note the tern "immediate 
Soviet militar y production." They believe that goods contributing 
primarily to the basic eeoncssy or to civilian production sho u l d not 
be under control. 

Let us take copper as an example. Shis is a dual, purpose 
ceasso&ity utilised for the growth of a basic economy and for war 
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production. She USSR Is able to meet some 80 percent of its 
requiresaanta for copper ft ran internal production. It is dependent 
for 20 percent of its requirements on inports of copper. The 
British contended that copper should net he on the international 
esfearg© list since its denial could not affect current Soviet 
military production* It would only affect the basic e c on omy. 

She Halted States protested this approach vigorously. We 
sought by every means to retain the embargo on copper in 1954. It 
was one of the outstanding differences between the two countries, 
la order to m ai n tain the international system of controls and in 
return for other concessions including some strengthening of the 
control system, the (Baited States was forced to concede on the 
decontrol of copper wire but not of raw capper . 

She Halted States m ai n t a i n s a comprehensive system of national 
controls on its own trade with the Bloc, trade is regulated by the 
Export Control Act of 1949# administered by the Department of 
Coasateree; the Trading with the Enany Act, administered by the 
Treasury; the Atomic Energy Act, administered by the Atomic Energy 
Cosssissien; and the Munitions Controls Aet, administered by the 
Department of State, these acts do not determine the level of 
controls; they provide the legislative authority on which our con- 
trol policies are based. The policy of the Chi ted States under 
this authority has been for exceedingly restricted trade with the 
Bloc. With regard to Cnammlst China, the Halted States 
a complete embargo. 

The Mutual Defense Assistance Control Aet of 1951, more cosh 
manly known as the Battle Act, was an attmqpt to reinforce the 
Whited States position on international controls. It coopera- 

tion by other countries in international tirade controls with the 
receipt of foreign aid. If, un d er a determination by the President, 
other countries ship strategic commodities to the Bloc which are a 
net disadvantage to the Free World, foreign aid from the doited States 
is to be discontinued. It is exceedingly difficult to e nf orce the 
Halted States' view on our Allies a nd other countries through the 
application of the Battle Aet. Currently, foreign aid to the 
European countries Is small. It is chiefly militar y in char acter. 
They are the BASE) countries, our Allies. 


An exeagle of the application of the Battle Act might be con- 
sidered in the ease of Ceylon. Ceylon, several years ago, e nte r ed 
into an agreement to ship rubber, a strategic eonsdity, to Communist 
China. As a result of this agreement with Communist China, it was 
determined that Ceylon was not eligible for doited States economic 
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aid under the application of the Battle Act. However, this was 
not a very satisfactory determination. Ceylon was shipping rubber 
to CoBBsuaist China; it was In its economic interest to do so. 

But in many other ways Ceylon was a stalwart friend of the West. 

For example, at the Bandung Conference of the Aslan and African 
countries, Ceylon was an outstanding spokesman for Free World 
interests. Consequently, the united States recently has waived 
the application of the Battle Act against Ceylon in order to 
provide economic assistance to Ceylon, as one of the friends of 
the united States, despite its trade in rubber with Communist China. 

Consideration of the Battle Act poses a question: Bow far 
should the l&iited States go in attesting to coerce its Allies 
into accepting our views aa to trade controls? Should we treat 
them like wartime neutrals and cut off their trade from us in 
essential commodities? She Department of Ooaserce has the 
authority to do this. Should we cut off their military assistance 
end force them out of SA3D? Would this be to our overall security 
advantage? These are difficult questions. They are questions 
which have to be considered in the whole context of our security 
and foreign policy objectives. 

Underlying the differences with our Allies rat Hie application 
of international controls on trade with the Sloe is the fact that 
no other foreign power in modern history has ever been less vul- 
nerable to economic warfare than the USSR. Soviet self-sufficiency 
or comparative self-sufficiency is due la part to the wealth of 
national resources in the vast empire under its control. The 
principal resource deficiencies, which are few enough, are natural 
rubber, industrial diamonds, cork, copper and lead, nelybdenm and 
cobalt. 

Self-sufficiency has been a major goal of the Soviet U blc a 
since the early 1920’s. Lenin stated: "Tirade will provide us 
with a wide access for the purchase of necessary machiner y* The 
sooner we accomplish this. Hie sooner we s ha l l have economic 
independence from other countries. But not for a second do we 
believe in lasting trade relations with other countries." 


has been borne out by Soviet trade statistics. The 
ratio of Imports to internal production was at its height during 
the 1930’s, dependence on imports steadily declined, sad the ratio 
of imports to internal production today is less than one percent. 
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Bloc comparative self-sufficiency is also borne out in the 
relatively small proportion that Soviet trade with the West 
contributes to total Free World trade. 

You will notice from Chart 1* that total Free World trade 
in 1954 van approximtely 156 billion dollars, of which the Sino- 
Soviet Bloc only contributed 3.6 billion or 2.3 percent. The bar 
graph at the betlxxa of the chart illustrates the division of Bloc 
trade with the Free World ammg the USSR, the European 
and Ccasmmist China. You will notice that the European Satellites 
provide the largest share of both Bine exports to and imports frets 
the Free World countries. 

Chart 2* illustrates the trade of the Free World with the 
Bloc for individual years frost 1948 to 1933; imports from the F>fn » 
on the left, exports to the Bloc on the right. Bloc trade with 
the Free World in 1946 was roughly in balance at 2 billion dollars. 

application of trade controls began to take effect in 1949, 
and yon see the results in diminished trade. However, the growth 
of the Bloc economies coupled with internal adj ustment s to eon* 
trois has brought trade back in 1935 to approximately the 1948 
level. 

®ae Soviet Union today is the second industrial power of the 
world. Its industrial production is increasing at a very rapid 
rate, or 10 percent annuall y. Given present rates of growth, the 
industrial production of the USSR will equal that of the United 
States by 1975- Already in terns of the number of Machine tools 
produced, the USSR has equaled the Uhl ted States production. 
industrial growth has taken place agd continues to place 
despite a high level of armaments production. Trade controls have 
provided no apparent limitation in the development of new weapons 
and. in araaments production in the USSR. 

The Soviet Union in this period is in a rfwmgiwg trade posi- 
tion with the rest of the world. Formerly a net exporter of food 
and raw materials and net importer of industrial goods, today it 
is on net balance an importer of food and is providing increasing 
exports of capital goods. Xt la exporting industrial to 

China and has made commitments to underdeveloped Free World coun- 
tries for the export of almost a billion dollars in industrial 
goods. 


* See" &£Eac£ed charts. 
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Trade with the West permits the Soviet tfciion to achieve a 
slightly more rapid development in certain sectors of its economy. 
This is particularly true in the electrical equipment Industry and 
in the shipbuilding industry. They seek merchant ships, not 
because they can't build them, but because their shipyards are 
heavily engaged in building a Soviet navy. The USSR also depends 
on trade with the West for prototypes, small quantities of advanced 
and complicated machinery. 

Let us consider for a moment the vulnerability of Comnuaist 
China to economic warfare or trade controls. Here is a country 
which requires large imports of industrial goods in order to meet 
its industrial objectives. It is getting these requirements in 
large measure from the USSR. Of course, under the Free World 
embargo it is impossible for Co mm unist China to obtain industrial 
goods directly from the West, but most of the goods under differ® 
entialTec Is, which are the basic industrial goods, can be 
obtained by China by transshipment through Eastern Europe. 

Starting from a low level of industrial production, China's 
industrialisation has progressed very rapidly. The annual rate of 
industrial growth during the period 1953-195 1 *- was 20 percent a year; 
ia the current period, 1955-1957, it is 10 percent a year. Communist 
China is probably receiving all of the major industrial Inports it 
can absorb at this particular time. Limitations on increasing its 
industrial imports are mainly related to its ability to increase 
exports or to pay for additional goods. 

To summarize, the effect of Free World controls mi Communist 
China is to provide little direct support in industrial goods from 
the West, but they are getting them from the USSR. The lower level 
of controls against the USSR and Eastern Europe means that many of 
the goods under control to China can be transshipped from such 
points in Eastern Europe as Gdynia. These differential controls 
impose delays, harassment and added transport costs. They also 
preclude the extension of Western credits for the delivery of Western 
goods to China. 

We have considered the development of economic warfare in term 
of the role which it has played in the strategy of war in the past 
and which It is playing in the present. What can we conclude about 
the future of economic warfare? 

It is doubtful whether economic warfare, ia the traditional 
sense of severing external sources of supply, will play as important 
a role in the overall plana and strategy of war as it played in the 


- 11 - 

COHFXBE0TIAL 

Approved For Release 200 1 rOWSO r CWFR DP61 S00527A0001 001 80010-7 



Approved For Release 2001/^^ ^^ ^gjPP61 S00527A0001 001 80010-7 


first half of the 20th Century. Major war is a rich nan's game. 

The advanced weapons system, requiring resources of whole continents, 
means that only the United States and the USSR, the industrial 
super-powers, can wage a major war. Neither the Uhited States nor 
the USSR is directly vulnerable to traditional economic warfare 
unless there were a major realignment of the other states of the 
world - that is, for example, the detachment of Eastern Europe from 
the Bloc or Soviet control of additional major Free World areas. 

Gfy®** the present nuclear stalemate, the major battle or ccome- 
tition between the USSR and the Uhited States Is for control and 
influence in the uncommi tted areas of the Middle East «md Sout h Asia, 
rae Soviet© have mounted a major economic and diplomatic offensive 
in these areas. 


2feey have shipped anas to Egypt, thereby upsetting the peaceful 
balance maintained in the Middle East. It was the control of the 
^vement of anas to the Middle East, exercised by the Western lowers, 
which maintained the uneasy stability of that area. By entering tte 
area, you might say by breaking a Western blockade over the shipment 
of anas, the USSR has been able to achieve a major objective in 
increasing the instability of the Middle East. 

_ ®e Soviet offensive includes economic assistance in the offers 
and shipments of industrial goods and complete industrial plants on 
attract! /e terns to such countries as India, Burma, Yugoslavia, Egypt, 
Mid other uncommitted countries of South Asia ami the Middle East. 

She economic offensive has been accompanied by diplomatic moves. 

Eiis is a type of economic warfare or eoripetition for the favor of 
uncommitted areas by economic assistance and favorable trading offers. 

The loss of the Middle East and South Asia could be extremely 
serious to Free World interests and to the long-term balance of 
power between the USSR and the United States. It would pi the 
Soviet ttei on i n a strong position to wage economic warfare against 
Western Europe. The West European economies, the economies!*©^ 

EA2K) Allies, are extremely dependent on the oil of the Middle East. 

They are also dependent on these areas for other raw materials and 
for outlets fear their exports. 

i *5®* ' *** coafllct 18 betweea two largely self-sufficient 

industrial giants or super-states for influence and control in the 
border reaches of the Eurasian continent. The battle is being waged 
with economic and diplomatic methods which are very different from the 
methods previously associated with traditional economic warfare. 

I thank you. 
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Q0SSTI0B: The implication that I got from your talk was that 
Russia and her Satellites would like to expand their trade. Yet 
X believe that in 1953 they made foreign payments in gold and in 
late 195^ cut back voluntarily on their imports. Would you say 
that they really want to expand or do they want to continue in this 
condition of autarky that they are in? 


25X1 A9a 


I think you are quite right that the Soviet 
Onion does not want to expand its trade substantially, and there 
is little scope under their present policies for a major expansion 
of trade. They do want to continue the present levels of trade 
with modest increases for the benefit it gives them to certain 
sectors of their economy, but they have by no means abandoned their 
goal of self-sufficiency. 


QOSSTXOB: If the embargo against Red China were withdrawn, 
there is a possibility there that Japan would help themselves a 
great deal by trading there. They need an outlet for their goods. 
Would we be helping Japan more than Red China? Which one would 
gain the more? Would you mind discussing that for a while? 


25X1 A9a That's a very good question. If the embargo 

were withdrawn, we face two possibilities: Cue is that the 
differential embargo, that is the higher level of controls against 
China, would be reduced to the level of the controls against the 
rest of the Bloc. This particular differential permits the trans- 
shipment of goods from Western Europe. So to some extent. West 
European countries are now able to export controlled goods Indirectly 
to China. However, the geographical location of Japan makes such 
transshipment impractical for her, that is to ship goods to Western 
Europe and back to China. 

If the embargo were reduced to the level of that against the 
USSR, tiie Free World country which would get the principal benefit 
would be Japan, in part, this is due to the fact that Conmunist 
China has unutilised resources in iron ore that could be shipped to 
Japan but which it does not presently ship because it wants con- 
trolled goods from Japan and it doesn't want to ship its iron ore 
for tiie type of goods Japan can send it. 


As to whether this would be of greater benefit to Japan than 
to China is problematical. It would not contribute greatly to 
overall Japanese trade, but would help in certain sectors of their 
economy. It would on balance be advantageous to Japan. 


X am sorry to be unclear on that last part of the question but 
it, is a difficult one to answer affirmatively . 
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tlJRSYIOE: Iftr question has also to do with trade ® You indicate 
that Russia has no propensity to trade with us. Other speakers 
here have indicated that we probably, if we could get away with it, 
encourage and foster trade with the Soviet Bloc, 
being that at any 10 or 15-y3ar future date, if we then wanted to 
exert soase economic pressures, we would have built up ovex 1 that tine 
Bam levers, some methods of interdependence of Russia upon us« 
Therefore, they thought our national policy, instead of discouraging 
trade with Russia, should encourage it, that it is to our benefit to 
encourage it* Would you c ommen t? 

• 25X1 A9a 

3his would be ideal if we could do it* Certainly 
as a principle ©f economic warfare, it would be very sound. It is 
doubtful whether the Russians would permit themsel'ms to get into 
that position or would permit us to develop levers of the typs which 
you mention. 


Saey view trade largely as a means to supplement their growth 
in certain sectors, to other words, they need a slightly mors rapid 
growth in certain sectors of their economy than they can easily 
achieve from their own resources. If theychoo© to depend more 
heavily on trade, if they choose, for instance, to develop their 
economy fipwg the lines that the Uni ted Kingdom did in the 19th 
Century, then we could probably have very great levers. I Just don't 
think it will happen. 


QBSSTIOM: How about the reverse situation, that Russia is 
trading with adjacent countries and making the® dependent on her? 
Yhere are some rumors that Russia is releasing rubles into the world 
market, indicating she is going into world trade on a greater scale. 

25X1 A9a That is a much greater danger. Russia's trade 

offers, her offers of capital assistance to uncoamltted countries of 
the Bast and South Asia will gain levers of influence over 

these countries. Certainly that is exactly what, the Russians are 
seeking, not so much, as far as we can tell at this nomeut, in the 
traditional economic warfare sense, but initially to maximise her 
influence in these areas and perhaps ultimately to gain 
store direct control. 


So far the Russians have been attempting to do this without 
increasing their own reliance on the Free World, Shair industrial 
production is now so large that they have, you might say, a surplus 
which they can utilise for this trade with the underdeveloped coun- 
tries without be coming dependent on these countries themselves. Of 
course, they have a very good alternative for these industrial. 
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resources. Die y could raise the standard of living of . 
people. They could produce more refrigerators, automobiles, or 
other types of consumer goods. 

ae strength of their position comparatively at this time 
is that they have been able to hold down civilian consumption 
so drastically. 

I am not sure I have answered every aspect of your question. 

QUEST®®: Is there any truth that they are releasing rubiest 

25X1 A9a On that particular aspect, they arenot, as a 

policy, releasing large quantities of rubles into ' ^ 

for any economic warfare objective. Rubles fiPt into the Free 
World largely as a result of their occupation of Austria. It i 
a very limited market. Die market is ma i n ly in Paris, and rubles 
are bought up by Russian emigres who send these rubles heme. They 
S also bought up to a limited extent in Hew York as souvenirs. 

But it is a very minor aspect ctf the overall situation. 

6UESTIQR: I was concerned with the forecast of the grcwth 
that you gave for the Russian economy- If they ® hou ^° lo ^['. lQn 
parallel ^ur forecast, wouldn't they be in a very str^g position 
totake more dominant leadership in economic warfare, particularly 
im u^cossmdtted srs&dt 

25xi A9a You should be concerned, considering the present 

ratea^HSSwth^t is Very rapid indeed. What I said was that 
2vL nrefStrates of growth, by 1975 their industrial production - 
At their total national product, but Just looking at industry - ^ uld 
he roughly equivalent to the United States. It certainly . ... 

that they^can enter the Free World areas and compete ^narkets with 
the Western European countries. It is a type of economic warfare 
although not the type that we associate with the blockade in the first 

and second World* Wars • 

GOBSnOH: Hong K ong seems to be a port of considerable activity 
in thetrSe ceSar ^shipments into Coammist China. Can you tell 
us something about the type of goods going in that trade and the 
origin of the goods? 

25X1 A9a In the early years of the international trade 

control program Hong Kong was a major leak and the type of goods 
going in were industrial goods which the Chinese needed, such efl parts 
fcrWestern automobiles in China, rubber tires and sane ^ticn _ 
gasoline. However, in the last few years this leak has been largely 
plugged. It is today a very small and insignificant trickle. 
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For one tiling, since the reduction of the controls against 
the USSR the Chinese can gain many of these goods by transshipment 
from Gdynia, and Hong Kong is not so important to them. Oils, 
coupled with British enforcement procedures, has reduced that trade. 


QUESTION: Ass uming that the embargo a g a in st China were with* 
drawn and made the Chinese less dependent upon Russia, would there 
be any chang/st in the relati onshi p between the Chinese and the 

Russians? 

25X1 A9a 


That's a good question. If the embargo against 
China were dropped and the Chinese continued their present policies 
of maximizing their trade and dependence for industrial goods on the 
rest of the Bloc, the increase in Free World trade with China would 
be very mall indeed. Chinese inporta of goods in 195^ vere at 
quite a high level, roughly 1.7 billion dollars, most of that in 
industrial and capital goods, and 80 percent of those imports were 
from the USSR and Eastern Europe. 


It Is difficult to see Just how we could maxim ise possible 
friction between the USSR and Communist China through trade. If the 
were dropped, China would have an alternative source of 
industrial goods. Would the present leadership want to depend too 
heavily on the West for these goods, to give the West certain levers, 
as was referred to earlier, for exercising denial in economic warfare 
against it? I don't think so. I think China probably would seek 
imports from the West pretty much in the way the USSR sought iaporto 
for Its own early industrial development. It would import to expedite 
its industrialisation, but at the same time Increase its self- 
sufficiency and free itself from the need to import. 


COLONEL NYQUIST: Gentlemen, I a m afraid that is all we will have 
tin& for this morning. on behalf of the entire college, 
I want to you for coSn^aOT^nere this morning and giving us a 
very interesting and educational lecture.' . 
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Chart Bo. 1 
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Chart So. 2 
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